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3Q24 performance exceeded previous guidance overall, with optimized product
structure

China | Semiconductor

Company profile

SMIC is one of the world's leading semiconductor foundries, as well as a leader in the
semiconductor manufacturing industry in mainland China. It possesses advanced process
manufacturing capabilities, production capacity advantages, and comprehensive service
support, providing 8-inch and 12-inch wafer foundry and technical services to global
customers. SMIC is headquartered in Shanghai, China, and has a global manufacturing and
service base with multiple 8-inch and 12-inch wafer fabs in Shanghai, Beijing, Tianjin, and
Shenzhen.

3Q24 performance exceeded previous guidance

In the third quarter, the company's revenue increased by 14% QoQ to $2.2 billion, reaching a
single-quarter milestone of $2 billion for the first time, hitting a historic high. This growth
was mainly driven by the release of 12-inch production capacity, which promoted further
optimization of the product structure. At the same time, accelerated localization demand
led to an increase in average selling prices. The company's overall capacity utilization rate
increased to 90.4%, a 5.2% QoQ increase, effectively diluting unit depreciation costs. The
gross profit margin rose to 20.5%, an increase of 6.6 percentage points QoQ. The company's
net profit in the third quarter reached $149 million, a 58.3% YoY increase but a 9.6% QoQ
decrease. Looking at the application areas, management indicated that the proportions for
smartphones, computers and tablets, consumer electronics, loT and wearables, industrial
and automotive were 25.0%, 16.0%, 43.0%, 8.0%, and 8.0%, respectively. Demand in the
consumer market is gradually recovering, with upgraded features being implemented in
consumer products and strong demand for exports. In terms of customer regions, the
revenue share of some overseas customers decreased by 6.0% QoQ in the third quarter,
mainly due to a certain level of pull-in during the second quarter. Revenue in China
increased by 6.0% QoQ, primarily driven by the acceleration of local demand and the overall
good export demand, enabling Chinese customers to gradually enter the mid-to-high-end
product markets.

4Q24 Outlook

The company forecasts that revenue in the fourth quarter will remain flat to grow by 2%
QoQ, with a gross profit margin ranging from 18% to 20%. Considering that the fourth
quarter is traditionally a slow season, the overall capacity utilization rate and shipments are
expected to decrease slightly. Management states that by optimizing the product mix to
increase the average selling price, they aim to ensure that fourth-quarter revenue is not
significantly affected, leading to stable to slight QoQ growth, with the gross profit margin
also staying relatively steady. The company expects to release approximately 30,000
additional 12-inch wafer capacity in the fourth quarter, but the validation of the new
capacity will take time.

Favorable policies for smartphones and consumer electronics drive rapid capacity recovery
According to Canalys, global smartphone shipments reached 330 million units in the fourth
quarter of 2024, a 3.0% YoY increase. Driven by the recovery on both the supply and
demand sides, Canalys predicts a 3.0% recovery in global smartphone shipments to 1.2
billion units in 2024. Influenced by the growth in terminal sales of smartphones and the
increasing willingness of mobile phone manufacturers to replenish stock, the prices of
storage chips and memory chips may rise. At the same time, the government has introduced
a series of policies to promote smartphone consumption.
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In January 2025, the National Development and Reform Commission announced that
it will implement subsidies for the purchase of digital products such as mobile phones,
tablets, smartwatches, and smart wristbands, encouraging personal consumers to
buy these digital products by providing subsidies. In terms of consumer electronics, in
March 2024, the State Council issued the "Promotion of Large-Scale Equipment
Updates and Consumer Goods Trade-in Action Plan", which provides subsidies for the
purchase of green smart home appliances through the trade-in of old products.

In January 2025, the National Development and Reform Commission and the Ministry
of Finance announced that they will implement subsidies for the purchase of digital
products such as mobile phones. The subsidy for exchanging old mobile phones for
new ones will not exceed 500 yuan per device, while for household appliances, the
subsidy will be extended from 4 categories to 12 categories, with a maximum subsidy
limit of 2000 yuan per device. Therefore, we expect a further increase in wafer
shipments.

The foundry industry is expected to enter a period where capital expenditure
transforms into effective capacity gains

Recently, there has been a frontloading of semiconductor equipment spending in the
industry, mainly due to data from the Semiconductor Equipment and Materials
International (SEMI) showing that the global semiconductor manufacturing
equipment sales reached a total of $106.3 billion in 2023, with mainland China
accounting for 34.4% of this amount. SEMI predicts that China's semiconductor
equipment procurement expenditure is expected to surpass $40 billion in 2024.
However, as demand returns to normal in 2025, there will be a decline in demand in
the Chinese semiconductor equipment market.

According to the third-quarter 2024 financial report of the Dutch semiconductor
equipment giant ASML, mainland China remained ASML's largest market in that
quarter, accounting for 47% of net system sales. However, ASML's management
expects that the sales amount in the Chinese market in 2025 may return to around
20% of the normal level. Considering the company's two capital expenditure
increases in 2022 and 2023 and the management's expectation of stable capital
expenditure in 2024 compared to 2023, we believe that the company's capital
expenditure growth will be smaller in 2025 and will translate into effective capacity.
The management stated that in the current situation of excess capacity, orders are
tied to corresponding customers, and industry capacity growth in 2025 is expected to
be minimal.

Company valuation

Taking into account the recovery in consumer electronics terminal demand, the
management expects to drive revenue growth through the optimization of the
product mix. We expect the company's revenue for the years 2024, 2025, and 2026
to be $7.6 billion, $8.8 billion, and $10.2 billion respectively. The net profit
attributable to shareholders is estimated to be $66.3 million, $82.9 million, and
$144.2 million respectively, corresponding to diluted EPS of $0.08, $0.10, and $0.18
respectively. Overall, as a leading company in the wafer foundry segment, we believe
that the company's fair valuation slightly exceeds one standard deviation above the
historical average NTM P/B ratio, at 2.1x 2025 PB, corresponding to a target price of
HKS44.8 per share. We are initiating coverage with a "Neutral" rating.

Exchange rate: HKD/USD=7.79

Risk factors
1) Tightening of U.S. export controls; 2) Lower-than-expected ramp-up of capacity at
the Wuxi wafer fab; 3) Weaker-than-expected increase in ASP.
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Financials

Key Financial Data

Dec Y/E FY22 FY23 FY24E FY25E FY26E

Valutation Ratio

PVE ratio 250 50.5 69.0 552 318
Dividend Yield, % 0.00% 0.00% 0.00% 0.00% 0.00%
Per share data

EPS 0.23 0.1 0.08 0.10 0.18
BVPS 24 25 26 27 29
Growth & Margin

Growth

Revenue Growth 33.62% -13.09% 20.12% 15.45% 15.91%
Gross Profit Growth 64.80% -55.91% 6.01% 35.82% 50.68%
EBIT Growth 31.82% -8051%  20.52% 60.89% 110.95%
Net Profit Growth 23.82% -48.82%  -22.64% 25.02% 73.89%
Margin

Gross Profit Margin 37.97% 19.26% 17.00% 20.00% 26.00%
EBIT Margin 26.24% 5.66% 5.68% 7.91% 14.40%
Net Profit Margin 30.22% 17.80% 11.46% 12.41% 18.62%
Key Ratios

ROE 6.28% 2.93% 2.08% 2.52% 4.23%
ROA 4.15% 1.89% 1.37% 1.66% 280%
Consolidated Statement of Profit or Loss

Dec Y/E, USD thousand 2022 2023 2024E 2025E 2026E
REVENUE 7.273,284 6,321,560 7.593,672 8.766.859 10,161,774
Cost of senices (4.511,636) (5,103,816) (6,302,748) (7.013.487) (7.519.713)
Gross profit 2,761,648 1.217.744 1,290,924 1,753,372 2,642,061
Selling, administrative and general expenses 925,969 859997 859,781 1,059,690 1,178,753
Operating profit 1,835,679 357,747 431,143 693,682 1,463,308
Finance costs (125,582) (209.424) (251.309) (276.440) (276.,440)
Profit before income tax and share of results of equity investees 1,710,097 148.323 179,834 417,242 1,186,868
Income tax expenses (16,023)  (62.514) (48,361) (60.463) (78.834)
Share of results of equity investees 121,524 28,789 28,789 26,789 28,789
Net profit 2,198,082 1,124,935 870,262 1.088.031 1,892,017
Profit attributable to:
— Equity holders of the Company 1,817,942 902,526 663,293 829,272 1,442,052
— Non-controlling interests 380,140 222,408 206,968 268,759 449 965
C lidated Stat t of Fi ial Position

Dec Y/E, USD thousand FY22 FY23 FY24E FY25E FY26E
Current assets

Accounts receivable 1,302,642 1,170,008 1,352,298 1441127 1.670.429
Cash and cash equivalents 6,932,587 6.215.058 3,849,934 1,368,171 347.5T
Inventory 1,911,487 2,735,921 2590170  2.882255 2,678,254
Others 6,447 486 3514176 3492319 3,505,962 3.504 152
Total current assets 16,584,202 13635163 11,284 721 9,197 515 8,200,405
Non-current assets

PPE 18,856,532 23,944,961 28,383480 29,784,953  30.044,052
Others 6,358,050 10,207,188 10,141,626 10,151,952 10,159,380
Total non-current assets 27213582 34152149 38525107 39.936906 40.203.432
Total Assets 43.807.784 47787312 48.566.728 50,096,658 51.518.370
Current liabilities

Accounts payable 3.217.001 3727922 37987 4.035157 4,326,410
Others 3.807.928 3,873.660 3,504,751 3,725,302 3.701.238
Total current liabilities 7,024,929 7,601,582 7,303,668 7,760,459 8,027 648
Non-current liabilities

Long-term debt 6,718,304 8,334,648 8,417,994 8,417 994 8,417,994
Others 1,103,130 1,005,466 1,001,184 1,002,482 1,003,044
Total non-current liabilities 7,821,434 9,340,114 9419178 9,420,477 9421039
Total liabilities 14,846,363 16,941,696 16,722,847 17,180,936 17448687
Equity attributable to equity holders of the Company 19.149.976 20,116,102 20953425 21861908 22,850,063
Non-controlling interests 9.811.445 10729514  10.890457 11053814 11,219,621
Total equity 28,961,421 30,845,616  31,643882 32915722 34,069,684
Total liabilities and equity 43,807,784 47787312 48,566,728 50,096,658 51.518,370
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Consolidated Statement of Cash Flow

Dec Y/E, USD thousand 2022 2023 2024E 2025E 2026E

CFO 5,347,916 3,358,294 4787765  4.687.277 5526373
Net profit 2,198,082 1,124,935 870,262 1,088.031 1,892,017
Depreciation and Amortization 2271361 266729 3.352,295  3.178.950  2.918.925
Change in working capital 6241492 2848198 5271229 4936713  6.096.197
Others (5,363,019) (3.282,130) (4,706,019) (4.516,417) (5,380.767)
CFl (10,391,505) (6,207.572) (7.264.896) (7.468.524) (7,041,720)
Short term and long term investment,net (4,219,399) 1422835 365,51 200,035 665,182
Purchase of property, equipment and intangible assets (6.172,106) (7.630,407) (7.630,407) (7,668,559) (7,706,902)
CFF 3,614,290 2466338 429,866 601,450 781,614
Cash paid for distribution of dividends 0 0 0 0 0
Cash received from financing 3.614.290 2466338 429,866 601.450 781,614
Effect of exchange rate changes on cash (219,860) (334,589) (317.860) (301.967) (286.868)
Net Change in Cash (1.429,299) (382,940) (2.047.265) (2,179.796) (733.732)
Cash, CE and Restricted cash at Beg 8.681746 6932587 6215088 3,849,934 1,368.171
Cash, CE and Restricted cash at Y/E 6,932,587 6215058 3849934 1,368.171 347 571

Current Price as of: Feb 5
Source: PSHK Est.
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Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in
this report

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of

different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2025 Phillip Securities (Hong Kong) Limited
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